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KEY ECONOMIC INDICATORS: vuKL/ 


Exchange rate as of September 1975 
1.00 - $2.09 
2/ 3/ 4/ 
1973 1974— 1975= Percent Rate of 
Income , Production, Expenditure Change Growth 


Current Prices (billions of 4%) 
Gross National Product)/ 64.3 74.0 44.2 28.6 27.0 
Personal Disposable Income 50.5 58.5 34.8 24.7 25.9 
Consumers Expenditure 44.8 $1.3 30.0 21.9 23.1 
Plant & Equip. Investment 4.8 5.9 3.2 20.9 16.8 
Savings Ratee/ 11.3 12.4 13.8 


1970 Prices (billions of_3) 
Gross Domestic Product/. 47.3 47.8 23.8 
Personal Disposable Income 40.3 40.8 20.9 
Consumers Expenditure 36.0 35.7 18.0 
Plant & Equip. Investment 3.8 4.0 1.9 


Industrial Production Index8/ 110.2 106.4 99.1 


Employment ,Wages 


Unemployment Rate 2.6 2.6 4.5 
Hourly Wage Rate Index 9/ 
(7/31/72 = 100) 115.6 138.7 185.1= 

Earnings 
(January 1970 = 100) 161.0 208.3 235.210/ 
Unit Labor Costs(1970 = 100) 127.7 153.0 183,.911/ 


Money Supply (M1) 22/ 13,040 14,530 15,860 
Money Supply (M3) 23/ 33,050 37,260 38,230 
Retail Price Index 

(January 1974 = 100) 98.1 116.9 140.524/ 
Wholesale Price Indexl5/ 

(1970 = 100) 193.2 192.0 195.014/ 
Implicit GDP Deflatorl6/ 

(1970 = 100) 135.9 154.8 188.3 


Balance of Payments , Trade 


Foreign Exchange Reserves 
and Gold (billions of $) 6.5 6.9 6.4 
Trade Balance(millions of 6) <-2,301 <-5,259 -1,294 
Exports(FOB,millions of 45) 11,512 15,589 8,953 
U.S. share ($%) ioe 10.7 9.0 
Imports (FOB,millions of 4) 13,813 20,848 11,620.7 
U.S. share ($%) 10.2 9.8 10.2 
Main Imports from U.S.(mil. of 5) 
Machinery (non-electrical) 361 508 425 
Electrical Machinery 161 232 184 
Transport Equipment 108 117 117 
Cereals & Cereal Prep. 102 108 67 





Footnotes: 


i i in the Second Quarter 

rces: Personal Income,Expenditure and Saving in 

ae 1975, CSO Press Release, October 9, 1975, Bank of England Quarterly 
Bulletin, September 1975, Monthly Digest of Statistics August 1975, 
Overseas Trade Statistics of the United Kingdom September 1975. 

Revised 

Provisional -- cumulative for first half of 1975. 

Second Quarter 1975 over Second Quarter 1974. 


mes, seasonally adjusted. 

[o*s" paxcentens of disposable income. 

At factor cost, seasonally adjusted. 

1970 = 100. 

August 1975 growth rate is August 1975 over August 1974 

July 1975 growth rate is July 1975 over July 1974 

First Quarter 1975, growth rate is First Quarter 1975 over First 
Quarter 1974. 

Ml is defined as notes and coins in public circulation plus demand 
deposits minus 60% of transactions in process of clearance. In 
May 1975 sight deposits were included. As a result, percentage 
changes are slightly higher than would otherwise have been the 
case. Figures are in millions of b. 

M3 is defined as Ml plus time deposits, deposits with discount houses, 
other currency accounts, and public sector deposits. 

September 1975, growth rate September 1975 over September 1974 

Output index, i.e., manufactured products, produced for the domestic 
market ex-factory. 

An official GDP deflator is not published in the UK. This is a rough 
calculation using the ratio of nominal to real GDP (1970 prices 
for the latter). 





SUMMARY : 


Britain is approaching the bottom of its deepest recession 
in the post-war period. Industrial production has fallen back to 
1970 levels while unemployment has risen above the one million mark. 
Retail prices rose by 19% during the first half of 1975, and wage 
increases nearly matched that figure. The pound dropped sharply in 
foreign exchange markets. 


Confidence in the economy waned. As consumer demand weakened, 
business lowered the level of planned investment, cut current output 
levels, and rapidly ran down inventories. The volume of British 
exports declined as world trade slowed. 


In July the Government took clear action to attack the main 
problem confronting the economy: accelerating price inflation. 
While the Government's 12-month anti-inflation program has won broad 


public acceptance and stands a good chance of success, it is only a 
necessary first step in a longer term process of tackling the more 
fundamental problems relating to investment, productivity, and man- 
agement that are at the root of Britain's chronic economic difficulties. 


Private forecasters do not see an upturn beginning before the sec- 
ond half of 1976. Until then, consumer spending and investment 
by industry are likely to be sluggish. With the Government committed 
to a policy of holding the line on its spending levels, it is not 
likely that any major fiscal or monetary stimulus will be introduced 
before the success of the anti-inflation program is assured. Mone- 
tary policy continues to be restrictive though there are increasing 
signs of pressure on the money supply as sales of government debt to 
the public become more difficult in the face of rising short-term in- 
terest rates. The housing sector has recovered somewhat from its 
very low level of 1974.but further recovery could be jeopardized by 
rising interest rates. 


The main stimulus to the economy next year is expected to come 
from the export sector. The now more competitive position of sterling 
and the availability of considerable excess industrial capacity should 
make it possible for the economy to respond to an increased demand for 
British exports in the wake of any revival in world trade. 





A. CURRENT ECONOMIC SITUATION AND TRENDS 


Output _and Employment Drop Sharply While Prices Soar 


During the first six months of 1975 gross domestic product expressed 
in 1970 prices, dropped by 1.9% over the July-December 1974 period. The 
rate of decline in output during the second quarter alone was about 10% on 
an annual basis. Much of this fall was caused by sharply lower levels of in- 
dustrial production which declined by 5.2%. During May, June and August the 
index of industrial production was below its 1970 base level of 100. While 
excess capacity appeared in all manufacturing sectors, steel and consumer 
durables were particularly affected. Unemployment reached the one million 
mark for the first time in the post-war period, standing at 4.5% of the 
labor force in mid-September. At the same time price inflation, fueled by 
very large wage settlements earlier in the year, (often over 30%) accelerated 
to annual rates above 25%. The result was the development of a climate of 
increasing economic uncertainty. The higher direct and indirect taxes in- 
cluded in the April budget together with inflation and rising unemployment 
began to erode personal incomes which had been rising much more rapidly than 
prices. The result was a reduction in real consumer expenditure of 0.3% 
during the first half of 1975 compared with the second half of 1974. Fur- 
thur evidence of uncertainty shows up in the unusually high and sustained 
rate of personal savings which has fluctuated between 12 and 14% of dis- 
posable personal income since the first quarter of 1974. 


The impact of the drop in final sales has been felt in sharply reduced 
levels of both fixed and inventory investment. During the first half of 
1975, investment in manufacturing fell by 7% with the decline for the year 
as a whole expected to be between 12 and 15%. The outlook for 1976 is for 
a continuing decline in manufacturing investment. Massive rundowns in in- 
ventories (in the range of 1% of GDP) underlie much of the drop in total out- 
put recorded during the first half of 1975. However, this factor together 
with last November's tax relief on inventory profits and the corporate sec- 
tor's renewed ability to resort to equity financing has brought about a 
marked improvement in corporate liquidity compared with the depressed levels 
of a year ago. It should be added that much of this added liquidity has gone 
to reduce outstanding short-term debt rather than into new investment. This 
is indicative of the continuing low level of business confidence. 


Public spending has been the one buoyant element in aggregate demand. 
Expenditures in the April budget were increased by 15% with both direct and 
indirect taxes being raised to help offset the increases. However, expendi- 
tures have been swollen by inflation and revenues depressed by the recession. 
The resulting deficit for the 1975-76 fiscal year now estimated at between 
$22 and $24 billion is about a third greater than anticipated at the time of 
the April budget and has caused the government to loom large in the credit 
market as a borrower. To date, the weak private demand for funds has made it 
possible to sell considerable amounts of government debt to the public. This 
has reduced the need to monetize a large proportion of the borrowing requirement 
and. eased: pressures to increase the monetary base by selling Treasury bills to 
the banking system. However, recent increases in short-term interest rates 
have weakened the market for government securities. Therefore, the government 
has had to resort to increased sales of Treasury Bills since August. 





The Anti-Inflation Program. 


By July, the accelerating rate of inflation induced the Government to an- 
nounce strong measures to deal with the worsening economic situation. Present 
Government policy is based on an anti-inflation program designed to reduce the 
rate of price increase to single digits by the end of 1976. The aim is to 
slow the growth in wages, bring the rise in manufacturing costs under control, 
and divert resources into investment and the export sector. The program's 
centerpiece is a flat 6 pound per week ($12.50 of the exchange rate then pre- 
vailing) ceiling on wage settlements concluded during the 12 months which be- 
gan August 1. Those earning more than $8,500 ($17,500) would get no increase. 
The Government has stated that living standards are likely to fall for most of 
the population since real incomes will drop as prices temporarily increase 
more rapidly than wages. By and large, the trade unions, whose cooperation 
is vital, have agreed to support a program which would result in a reduction 
in the U.K. annual wage bill from the 30% range experienced during the first 
half of 1975. to about 11-12%. The unions have so far accepted the fact that 
there is little that the Government can do to reduce unemployment until the 
rate of inflation is brought under control. For its part, aside from a recent 
series of very limited measures to assist those groups most seriously affected 
by unemployment, the Government has succeeded in avoiding any major new fiscal or 
monetary stimulus to reflate the economy prematurely. 


External Sector 


Recent developments in the external sector have been dominated by the sharp 
depreciation of the pound, particularly against the dollar but also against 


the continental currencies. In the six months ending September 30, the pound 
fell from $2.41 to $2.04. Sterling's trade-weighted depreciation against the 
currencies of Britain's major trading partners widened from 21.3 to 28.7% during 
this period. This erosion is largely the product of Britain's higher rate of 
inflation and continuing current account deficit. It should not, however, 

mask the marked narrowing in the deficit in current account that has occurred 
during 1975. The trade deficit narrowed to 41294 million during the first six 
months of 1975 from 42652 million during the previous six months. This was 
caused in part by a narrowing in the deficit in oil and petroleum products 
trade from 41789 to 41422 million, but more importantly, the first surplus 
since 1972 was recorded in non-oil trade. The 4863 million non-oil trade defi- 
cit of the last half of 1974 was transformed into a surplus of 4275 million 
during the first six months of 1975. The surplus on invisible trade narrowed 
somewhat to 4696 million during the first half of 1975 from 4751 million in 
the last half of 1974. All this combined to produce a current account defi- 
cit of £550 million during the first half of 1975 compared with 41900 million 
during the last 6 months of 1974. 


Since July there has been some deterioration both in the visible and in- 
visible trade balances. In part, this is due to a halt in the improvement in 
Britain's terms of trade. The recession-induced drop in the volume of imports has 
been matched by reduced volumes of exports. No marked improvement in the visible 
trade deficit is likely during the second half of 1975, although U.K. exports 
should benefit from the recovery in world trade anticipated for the first half 
of 1976. Most private forecasts consider sterling is likely to show at least 
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some further deterioration since the rate of U.K. inflation, though expected to 
decline during 1976, will still be higher than those of its major trading partners. 


Prospects 


By the end of this year the economy should have reached the bottom of the 
present recession. As the rundown of inventories ends, the first half of 1976 
is likely to see the first signs of an upturn in output. 


Consumer demand will be quite restrained as the six-pound wage ceiling re- 
duces real incomes. As a result, the burden of recovery will fall most heavi- 
ly on increased output in the export sector. If the Government's anti-inflation 
program is successful, the rate of price increase should begin to decline early 
in 1976 with the pace of decline showing signs of acceleration through the end 
of the second quarter. The annualized rate of inflation over the last three 
months of 1976 should be in the range of 12 to 14%. Unemployment is likely to 
continue at levels in excess of one million throughout 1976. 


This projection is predicated on the Government's anti-inflation program 
achieving a large measure of success. The program has so far created the sort 
of environment in which the restoration of consumer and business confidence, 
both absolutely vital to economic recovery, can go forward. This new environ- 
ment is very fragile and could be shattered by a major wage settlement in ex- 
cess of the 6-pound wage limit. In addition much depends on the Government's 
ability to hold or reduce the volume of public expenditures so as to avoid 
pre-empting the resources that will be needed by industry as the economy inm- 
proves. Finally, most observers agree that a second stage incomes policy will 
have to be put in place when the current policy expires in August 1976. The 
outlines of such a policy should begin to emerge next spring. 


B. IMPLICATIONS FOR THE UNITED STATES 


Petroleum & Offshore Equipment - Slackened activity for the balance of the year 
and into 1976 is widely forecast but the downturn is expected to be temporary 
with signs of more exploration activity and further platform and rig construc- 
tion in 1977 and 1978. In the closely related process control sector, invest- 
ment rates will probably take a longer time to recover due to over capacity in 
refineries, and slack demand in the petrochemical, electricity and other proces- 
sing industries. Participation in the major oil exploration and production equip- 
ment show, "Offshore International," at Birmingham is planned for December 1976. 


Packaging & Bottling Machinery - Reduced demand for food and drink industry prod- 
ucts indicates lower levels of investment in 1976. The bulk of the market is 
supplied by domestic producers and local equipment is of good quality and design. 
However there may be room for market penetration in the remarkably buoyant beer 
and soft drinks sectors. Promotion includes a Trade Center exhibition of pack- 
aging and bottling equipment planned for June 1976. 


Pumps, Valves, Compressors & Fluid Power Equipment - Demand prospects through 


1975 will depend on progress in the chemical and oil sectors which consume 30% 
of total production. Fluid power orders, however, have declined from a peak 
reached in 1973, and this fall will probably continue through 1975. "PVC" 
equipment will be importantly featured in "Offshore International." 
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Teleconmmunications - The British telecommunications industry -- and market -- 
seems destined for hard times over the next year or two. The Post Office Cor- 
poration recently proposed drastic cuts in its equipment ordering program dur- 
ing the period 1975-77 in order to reduce its growing operating losses. Offi- 
cial projections indicate a level of buying in the current fiscal year at least 
30% below target levels announced a year ago, with "worst case" estimates of a 
40% reduction. Purchasing in 1976-77 currently is expected to be down 20% or 
more. 


Electronics, Light Aviation, Computers - Other technologically-oriented sectors 
continue in the doldrums. Consumer electronics is a prime example, faced as it 
is with a 25% Value Added Tax rate on most products. Some areas show favorable 
sales prospects. Demand for advanced electronic components for industrial use 
continues brisk. The business aviation market is believed to be improving 
steadily and the Embassy is studying a proposed 40-50 company exhibit at the 
increasingly important Farnborough International Air Show. Computer sales in 
the U.K. remain buoyant. Particularly promising is the near-term outlook for 
increased microcomputer applications. A range of labor-saving and cost-reducing 
systems, from word-processing equipment to process control instrumentation, also 
has encouraging potential for U.S. exports. Communications equipment for the 
oil and gas industries will be shown at "Offshore International" late next year. 


Consumer Goods - Despite the increased value of the dollar against the pound 
and a general weakness in retail sales, U.S. products should continue to do well 
in the United Kingdom. A stronger selling effort may be necessary , however, 
and speedy follow-up on correspondence with reliability in delivery schedules 
Will become increasingly critical factors. Consumer goods that appear to have 
more potential than average are leisure goods and do-it-yourself items, pleas- 
ure boats and related equipment, casual wear, consumer textiles and furniture. 
Phonograph records and hand tools (particular power hand tools) should do very 
well. A mid-May Trade Center show will feature American do-it-yourself and 
leisure goods. 


Agricultural Equipment - Skyrocketing labor costs and a desire to produce more 
food at home make a special opportunity for U.S. specialized agricultural qeuip- 
ment which can help increase production and reduce labor intensiveness and 
costs. There is, also, a trend in the U.K. towards greater self-sufficiency in 
animal feed production creating a demand for equipment to produce corn and 
legumes. A product-literature display is scheduled for the prestigious Royal 
Smithfield Agricultural Show in London in December 1976. 


uipment - The United Kingdom has some of the world's largest coal 
reserves. U.S. products which help increase productivity may find a market 
here. General mine development equipment should also have sales opportunities 
as the country is beginning to develop several major new coal deposits. 


Chemicals - Despite an apparent leveling off of the market for industrial 


goods, chemicals remain a relatively strong sector. American companies 
should strive to hold or improve their excellent position in this market. 
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